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Commissioners, you must dig beneath the surface of each merger application to
discover whether these companies are joining forces to improye customer service and the
role of workers or merely to protect their territories and make larger profits.

In addition to evaluating the competitive effects of proposed mergers, the Commission
must also consider other factors. Discrimination is a factor fundamental to the FCC’s public
interest review. Minoﬁﬁes and rural Americans pay taxes, contribute to the Social Security
system, vote, and are consumers. The public interest is our interest.

Some at the FCC have argued that a merger analysis is not an appropriate forum in
which to assess broader social policy questions. I disagree. The public interest demands
more than a quick cursory review, more than a brief look.

I believe that it is in the public interest to eliminate all forms of discrimination. In
reviewing a mergér, the Commission should not determine that some discrimination is
objectionable, while turning a blind eye to other forms of discrimination. The public interest
clearly demands, and deserves, no less.

For example, some of the companies proposing to merge redlined video dialtone, pay
phone and cable television service in the past. Inclusion means the end of redlining, a
practice which is altogether unfair, unproductive, and illegal. While these companies now‘
have developed anti-redlining policies, departures from company policy occur regularly.
Therefore, the Commission should not act on these mergers without receiving commitments

against redlining that is subject to close supervision by the FCC.




Irrespective of its decisions on these mergers, the Commission should undertake a
comprehensive study of redlining in the long distance, local exchange, and cable TV
industries, and develop strong, specific and enforceable standards to prevent these companies
from marketing or providing enhanced service on the basis of race, geography or income.

There are bad mergers and good mergers.

All mergers are not inherently bad and merger executives are not necessarily led by
greed or selfishness. Bad mergers preempt competition with neighboring service providers.
Bad mergers create spinoffs that advantage only large companies and international firms.
Bad mergers generate layoffs for thousands of hard working employees. Bad mergers use
combined resources to enter overdeveloped not underdeveloped markets.

Historically, MCI and WorldCom committed these acts and that is why we opposed
their merger. After the closing of their merger, they have done little to persuade us to change
our position. MCI WorldCom sold its Internet company to a large foreign-based firm and
is planning to sell its satellite systems without a commitment to diversity. Furthermore, MCI
WorldCom last week announced a layoff of three thousand employees. They also continue
to be cited by the FCC for imposing casual rates charged to their long distance customers.
For nearly a year, the Rainbow Push Coalition has chosen reéearch, education and
negotiation over confrontation. We, however, reserve the right to protect the public interest
through legislation, agitation and demonstration. Our protest and oppésition to MCI

WorldCom will continue until an enforceable, specific plan of inclusion is executed.



On the other hand, good people with good intentions along with enforced public
policy make good mergers. Good mergers create new opportunities for consumers and
entrepreneurs. Good mergers offer new, innovative services to everyone at competitive
prices. When good companies merge they spin off facilities to new market entrants at a
" reasonable prices. Good mergers benefit the public interest and do not result in thousands
of layoffs.

The three pending mergers offer potential to be good mergers, but only if they
continue to make enforceable commitments to the FCC and Department of Justice that
promote inclusion and protect consumer groups and labor organizations. First, there is a
possibility that these mergers. will increase competition among local telephone providers.
For example, GTE has facilities in Santa Monica, San Bemardino and Thousand Oaks,
California that will serve as a foundation for Bell Atlantic/GTE to compete for local service
i Los Angeles. This facilities-based presence will permit Bell Atlantic/GTE to build out
and compete with SBC/Ameritech and other local phone providers outside the Bell Atlantic
region. Also, GTE is explon'ng ways to create the nation’s first minority-owned independent |
telephone company.

Second, GTE’s Internet backbone puts the new company in a position to offer

enhanced services to residential low income and rural subscribers. However, the Bell

Atlantic/GTE plan must include a stronger commitment to Internet and technology training




targeted to the minority community. We must not leave anyone behind as we move into the
technology millennium.

SBC and Ameritech have good internal EEO and minority procurement programs and
are also considering ways to promote minority ownership through .spin-oﬁ‘s. SBC has also
shown global leadership with their strong initiative to develop telecommunications systems
in South Africa. These are positive steps.

However, SBC and Ameritech have outstanding challenges as well. Initially, their
post-merger plan redlines residential customers by emphasizing the need to serve their large
and mid-size business customers. They must do more to serve rural Appalachia where some
inhabitants do not have basic telephone lines; and many Native Americans in the Southwest .
region are without access to the Internet.

AT&T’s proposed acquisition of TCI also raises key issues. AT&T has strong
programs that provide training to urban and rural areas and promote minority and women-
owned enterprise. However, the proposed merger must still be reviewed closely because of
AT&T’s recent tax on low volume long distance customers, and TCI’s repeated rate
increases, questionable employment récord and poor level of customer service. Fortunately,
these companies are led by men of integrity with excellent track records of community
service. Good men; however, must be directed by good public policies that lead to good
results.

In closing, we need to develop a new covenant between the government, the private

sector, and our communities. We need to create a new approach to evaluate mergers that




foster a policy for inclusion and opportunity for consumers, workers and those who
historically have been left behind. Let’s work together to build a tent large enough to include

all segments of society and forge an alliance with the FCC and the telecommunications

industry to heal the breach of the American dream.’

1. The Rainbow Push Coalition respectfully requests that the written testimony for this
proceeding and the field hearing Rainbow Push convened in Chicago be included the record
of this hearing and the pending merger proceedings.
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INTRODUCTION

Thank you for the opportunity to appear before you today. The Utility Reform
Network (TURN) is a statewide, non-profit consumer organization which has
represented the interests of residential and small business customers with respect to
provision of telecommunications, electricity and gas utility services for the past 25
years.. Much of TURN's work is conducted before the California Public Utilities
Commission (CPUC). TURN participates in virtually every major telecommunications
proceeding in California. TURN is an associate member of the National Association of
State Utility Consumer Advocates (NASUCA).

Pacific Bell provides service to approximately 95 percent of California’s
residential telephone customers and the vast majority of the state’s small businesses.
SBC's acquisition of Pacific Telesis was approved by the Federal Communications
Commission in January, 1997 and by the CPUC on March 31, 1997.

Since the acquisition there has been a marked change in the behavior of the
company toward its customers. Customers have been directly affected in four general
areas: 1) quality of service; 2) proposed rate increases for essential services; 3)
diminution of service; and 4) introduction of aggressive and misleading marketing
efforts.
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SERVICE QUALITY
*Customer Complaints

In June, 1997, the CPUC noted that there was a marked increase in the
volume of customer complaints pertaining to service provided by Pacific Bell. The
most serious problems involved significant delays in service installations and missed
commitments. Pacific Bell's service quality problems were the subject of great debate
within the Commission about the need for tougher standards and were extensively
covered in the press.

The problems with Pacific Bell's service quality were one factor that prompted
the CPUC to commence a process to revise its quality of service requirements for
telecommunications carriers.' The Order, released on June 18, 1998, states:

We have heard many reports of customer frustration with the long delays
in reaching live representatives in utility business offices. In some areas,
customers may have to wait for many months to get a second line.
Customers’ perception that the quality of telephone service provided by
local exchange carriers has declined over the last few years is borne out
by the numerous service complaints that CSD (Consumer Services
Division) and TD (Telecommunications Division) have received.?

Precise statistics on the number of complaints received concerning Pacific
Bell's service quality are unavailable due to anomalies in the CPUC'’s data collection
process. However, the CPUC staff are clearly convinced that the available information
demonstrates a disturbing trend of increased service problems for Pacific Bell's
customers.

Due to concern about decreased quality of service for Pacific's customers,
California’s Office of Ratepayer Advocates (ORA), a state consumer advocate office
formerly a division of the CPUC, has prepared an independent analysis of information
about customer service problems. ORA's analysis documents what, in its view, isan -
alarming level of service quality degradation in San Mateo and Santa Clara Counties,. * =

the heart of “Silicon Valley,” which is a main engine of California’s economy. ORA has:

found that this area suffers more outages and longer delays in repairing service than
other areas of the state.

' Before the Publlc Utllities Commisslon of the state of Calitornla QLdQLlnsﬂluﬂng_Bulﬁmakmg_Qn_the_

Bevisions to General Order 133-B, R.98- 06 029 ﬂled June 18, 1998.

¢jbid. , p. 6.
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« Failure to comply with CPUC Order
to improve ISDN service quality

Service quality problems associated with Pacific's ISDN service have been well
documented. In D. 97-03-21* , the CPUC found that Pacific did not provide adequate
ISDN service and attempted to “motivate Pacific to provide better ISDN service” by
requiring the company to submit customer satisfaction survey restults to the
Commission every six months and to offer ISDN customers billing credits for failure to
meet certain service standards in individual cases.

In a Commission Decision issued on September 17, 1998, Pacific was fined
$309,000 for failing to comply with D.97-03-021. In D.98-09-071 the CPUC found that
Pacific had failed to comply with D.97-03-021 . . .

... because it did not provide customer survey results the Ordering Paragraph
required on September 1, 1997, the date specified by the Ordering Paragraph.
Instead, Pacific filed a report on September 5, 1997, that excluded results for
residential customers and most business customers. The September 5 report
showed results that are substantially better for the months reported than the
results Pacific ultimately verified here as accurate. (D. 98-09-071, p. 6)

The CPUC further found that Pacific failed to offer an adequate explanation of why the
company failed to comply with the Commission’s Order.

The testimony in this proceeding does not explain the reasons for Pacific's :
delay in presenting the information required by D.97-03-021. Witnesses Fobroy
and Anthony, employees who compiled the information, testified only that they .
were aware of a ‘misunderstanding.” Neither had seen the relevant portions of
the decision which related to the information they were directed to compile.
Apparently, no one in the company assumed responsibility for assuring the
accuracy of the information required by the Commission order. Pacific did not
otherwise justify the reasons for its failure to submit required reports in a timely
manner. It does not dispute the allegation that it violated Ordering Paragraph 4
of D.-97-03-021.

“The December 5 ruling directed Pacific to submit testimony to ‘explain its
reasons for failing to submit the information required by Ordering Paragraph 4 -
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of D.97-03-021 in a timely fashion.” Pacific’s failure to present a witness who
could provide such information is a violation of the assigned Commissioner’s
ruling. (D.98-09-071, p. 7)

The CPUC further found that Pacific Bell failed to improve its service quality,

despite the issuance of D.97-03-021.

D.97-03-021 stated our intent to reconsider ISDN service if Pacific's customer
satisfaction surveys demonstrated that more than 10% of Pacific’'s ISDN
customers rated ISDN service as either ‘poor’ or ‘terrible.’ Table 1 attached to
this order provides the results of Pacific’'s ISDN customer surveys for 1997. It
shows that Pacific’'s ISDN service has been consistently poor for most of 1997.
Residential customers were particularly dissatisfied with Pacific's ISDN service.
As many as 58% rated the service ‘poor’ or ‘terrible’ in July 1997. More than
10% of business and residential customers rated ISDN service quality ‘poor’ or
terrible’ in response to 47 of the 48 survey questions posed during each of the
12 months of 1997.. In most months, more than 20% rated Pacific's ISDN
service quality ‘poor’ or ‘terrible.” The results improve in November and
December, 1997. Pacific does not explain either the poor service quality or the
improvements at the end of the year. (D.98-09-071, p. 8)

The CPUC further stated:

We consider two serious issues in this portion of this proceeding. One is
Pacific’'s continuing failure to provide adequate service to ISDN customers.

From the record developed in this proceeding since the filing of Pacific's
application, we can only conclude that Pacific's ISDN service has been
consistently neglected. D.97-03-021 found that Pacific had not been providing
adequate service on the basis of its own analysis and the information provided
by customers. Relying on Pacific's argument that its service could not improve .- -

without a substantial rate increase, we granted Pacific most of the rate increase . -~

it requested. We directed Pacific to implement certain tariff provisions designed
to provide Pacific an incentive to improve its service quality. In spite of the
actions we took, Pacific's ISDN service quality deteriorated after the issuance of
D.97-03-021 rather than improved. Service quality improvements increased,
perhaps coincidentally, after UCAN [the Utility Consumers Action Network] filed
its motion to investigate the matter again and the the Assigned Commissioner
stated an intent to take action. (D.98-09-071, p. 11)

D.98-03-021 was issued at the time SBC assumed control of Pacific Telesis. It

was under SBC’s operation that ISDN service quality deteriorated and the company
failed to comply with the CPUC's Order. This is significant in at least three respects. -

According to Pacific, its competitors are targeting sophisticated, higher-end
4
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customers -- presumably the same customers who would be inclined to utilize -
ISDN -- yet, the company provided sub-standard service. If service quality is
sub-standard for supposedly lucrative, competitive services, is there any reason
to expect the company to provide high quality service for non-competitive,
less-competitive, or less lucrative market segments, such as residential and
small business customers or customers on low incomes.

*The fact that service deteriorated for a premium service such as ISDN

calls into question SBC's efforts to invest in infrastructure. This concern is
further heightened by ORA’s analysis of customer problems in the Silicon Valley
region.

-SBC's failure to comply with the CPUC's order raises questions about the
company'’s interpretation of its public service obligations in California.

PROPOSED RATE INCREASES

Since being acquired by SBC, Pacific has requested substantial rate increases
for a number of services. Itis important to note that California’s reguiatory structure
utilizes price caps. For services deemed “partially competitive” (Category |lI) a price
ceiling and price floor are established. If a company proposes to set rates at or below
the price ceiling and within the price band, the Commission “will not entertain protests ",
concerning the proposed rate.

For services deemed “fully competitive” or “discretionary,” (Category IIl) a
tariffed rate and a maximum rate are established. The company can raise a rate to its
maximum level via advice letter on five days notice. In May, 1998, Pacific filed an
application requesting permission to raise rates for directory assistance service and
four Centrex services. (A. 98-05-038) In February, 1998, Pacific filed an Application to
recategorize Business Inside Wire Repair, Interexchange Carrier Directory Assistance,
Operator Assistance Service Billing Alternatives and Inmate Call Control Service as
Category lll services. (A.98-02-017) Subsequently, in April, 1998, Pacific filed an
application to recategorize Residence Inside Wire Service as a Category Il service.

For services that would remain in Category |l if Pacific’s proposals were :
adopted, Pacific has proposed an immediate rate increase to a particular level, but has
proposed a much higher price ceiling. |f approved, the company could raise the price
to the ceiling level and parties would have no opportunity to formally protest.
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Pacific has proposed the following increases to its prices or maximum rates:

Current Proposed Proposed
Service Price Price Ceiling or Max, Rate

Directory Assistance (Cat. |l) $0.25 $0.50 $1.10
Busy Line Verification “ .50 2.00 3.00
Emergency Interrupt ” 1.00 4.00 5.00
Operator Services ( proposed Cat. lll)

Credit Card $0.35 $0.60

Collect .85 1.60

Person to Person 2.95 4.00

Bill to Third Number .95 1.60

Interexchange carrier

calling/credit card 35 .60
Res. Inside Wire Insurance .60 1.50
Bus. Inside Wire Insurance 1.30 2.50
Per Visit Inside Wire Repair (Bus)

First 15 minutes $55.00 $80.00

Additional 15 min. 16.00 20.00

In A.98-05-038, Pacific also proposed to reduce monthly “free” DA allowance
included with basic residential exchange service from five to three DA calls. The two
DA calls included with basic business exchange service would be eliminated.

These applications are currently pending before the CPUC. Briefs were filed in -
the consolidated proceedings A.98-02-017 and A. 98-04-048 (inside wire) on o
September 14. 1998. Hearings in A.98-05-038 (directory assistance) concluded on
December 10, 1998.

The proposed increases to directory assistance charges and reduction in the
number of directory assistance calls inciuded in the price of basic exchange service
has met with stiff opposition from telephone customers at public hearings held
throughout the state. As recently as October 5, 1998, the Commission found that there
is virtually no competition for residential exchange service in Pacific’s territory. Thus,
customers have no choice but to utilize Pacific for basic local service and utilize
Pacific's directory assistance service. The proposal comes at a time when California
has experienced a number of area code splits and the introduction of an overlay. .
These changes will necessitate increased use of directory assistance. The proposed
rate increase, and the fact that the company is requesting authorization to set its price
ceiling at $1.10 would be a serious blow to customers.

6
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telephone service. We consider the closure of these offices to constitute a diminution
of service.

*Proposal to Allow Alternate Payment Locations to
Charge Fees to Customers who Pay Bills in Person

On December 15, 1997, hard on the heels of Pacific’s first office closure advice
letters, the company filed Advice Letter No. 19167 which proposed a modification to
Pacific's tariff that would permit Alternate Payment Locations (APLS) -- such as
pharmacies and check cashing establishments that accept utility payments -- to charge
a fee to Pacific Bell customers who pay their bills in person at these establishments.
ORA protested this advice letter. TURN and other consumer advocates filed protests
during the first week in January. Following receipt of ORA's protest, the company
withdrew its proposal. Based on discussions with Commission staff, TURN fully
expects Pacific will resubmit this proposal once it completes its office closures and
when the public outcry over proposed directory assistance rate increases has
dissipated.

- Proposal to Eliminate Provision of Yellow Pages to
Customers Ordering Directories for Rural
Communities

On October 2, 1998, Pacific filed Advice Letter No. 19727, pertaining to Foreign -
Telephone Directory Service. As currently written, the tariff stipulates that yellow

pages will be included in directories provided to customers who purchase telephone s

directories for areas other than their own calling area. Pacific proposes to eliminate
the provision of yellow page directories. However, the company does not propose to
reduce the price for these directories even though yellow pages are no longer
included. The company has argued that this is outside CPUC jurisdiction because
yellow pages are deregulated and because there is supposedly no revenue effect.

TURN and ORA have protested this advice letter. The company offered no
justification for charging the same price for a white pages directory that was previously
charged for provision of both a white and yellow pages directory. Customers would
receive a product of diminished value, but would continue to pay the same price.
Furthermore, it is disingenuous to suggest that there are would be no revenue effect
from this proposal. The discontinued provision of yellow pages directories would
result in customers either paying an additional price to purchase the yellow pages, or
making greater use of directory assistance -- at a time when Pacific is requestmg a
substantial increase in the directory assistance rate.

8
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The Commission staff has agreed that the issues raised by TURN and ORA are
significant. The CPUC Telecommunications Division has drafted a resolution, due to
be voted on by the Commission on-December 17, 1998, which would require Pacific to

~ withdraw its advice letter and instruct the company that it is free to file an application
containing its proposals and addressing the issues raised by TURN and ORA.

AGGRESSIVE/MISLEADING MARKETING

 Use of Aggressive and Misleading Sales Tactics to
Increase Revenue

Privacy issues associated with telephone numbers are very important to
Californians, a high percentage of whom have unlisted telephone numbers. Prior to
the introduction of Caller-ID and other CLASS services in California, extensive and
well-attended hearings were held throughout the state to obtain public input with

respect to issues such as Caller-1D blocking options. Based on this public inputand -~ -

on formal evidentiary hearings, the CPUC required Pacific to provide complete line
blocking as the default biocking option to customers.

The CPUC was subsequently preempted by the FCC in this matter and per-call
blocking was instituted as the default. Before the change became effective, the CPUC
launched a comprehensive customer education campaign to ensure that Californians
were aware that the default blocking option would change and that they were fully
informed of their Caller-ID blocking options. This campaignh was funded by over $20
million of ratepayer money. A large percentage of customers opted for complete line
blocking.

In December, 1997 and January, 1998, TURN was contacted by customer -
service representatives employed by Pacific who expressed concern that the company
was requiring its service representatives to engage in deceptive and misleading
marketing of Caller-ID service and to convince customers to switch from complete
blocking to per-call blocking as a means of increasing the revenue from Caller-ID. On
January 30, 1998, TURN wrote a letter addressed to all CPUC commissioners asking
that they investigate whether Pacific was providing misleading and deceptive
information to its customers.

Subsequently, Pacific’'s employees informed TURN and other California
consumer representatives that the company had embarked on a hard-sell campaign in
which managers’ salaries would be reduced if sales quotas were not met and '
customer service reps were given prizes for meeting or exceeding sales targets ( a _
practice that in the late 1980s led to deceptive marketing by Pacific and a subsequent - -
$50 million fine levied by the CPUC). TURN was contacted by service representatives

9
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who are members of two different unions -- the Communications Workers of America
and the Telecommunications International Union. Members of both unions stated that
they believed the new, aggressive sales tactics instituted by SBC were detrimental to
customers in several respects:

1) customers calling to resolve issues or questions regarding provision of their
service first have to negotiate a detailed sales pitch;

2) customers are being sold services that they did not want or need;

3) when a customer calls the company to discontinue a service, the job of the
service representative is to convince the customer to retain the service and
purchase other services;

4) customer service reps are being trained to add services, not delete them,
making it more difficult for customers to cancel services that they do not want.

There are now four complaints and one petition concerning Pacific's marketing
tactics pending at the CPUC and these have been consolidated* :

On April 6, 1998, the Utility Consumers Action Network (UCAN) filed a
complaint alleging that Pacific Bell was operating in violation of three subject
matter categories of statutes and Commission’s orders. UCAN specifically
alleged that Pacific was (1) unlawfully marketing and providing consumer
education regarding Caller ID, (2) deceptively marketing packaged services
known as “The Basics” and the “Basics Plus,” and (3) employing sales
programs and practices which operated to the detriment of customer service
and quality customer information.

UCAN filed a second complaint on June 8, 1998, in which it alleged that
Pacific’s marketing and customer education of its Caller ID program violated the
Federal Communications Commission Order 95-187, P.U. Code §§2896(a) and

‘ Before the Public Utilities Commission of the State of California, The Utility Consumers’ Action Network
vs, Pacific Bell, Case 98-04-004; The Greenlining Institute and Latino issues Forum vs. Pacific Bell, Case.
98 06 003; MHJI)LQQDMHS_AQIDILNQIW_QME&QIIIQBQH Case 98-06-027 Im

Qamgmla._lng 1.90-02- 047 Admlnlstratlve Law Judge s Rullng, June 30 1998
10
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2893, Pacific Bell Tariff 5.4.10(C) Regulations - 19 Blocking Options for Caller -
ID and CPUC Decisions 96-11-062 and 92-06-065. .

On June 1, 1998, the Greenlining Institute and the Latino Issues Forum

filed a complaint alleging that Pacific had instructed its service

representatives to use deceptive names for packages of expensive optional
services; to pressure customers into removing Complete Caller 1D blocking and
to withhold information critical for consumers to make informed purchasing
choices.

C.98-06-049 (Tel ications International Union)

On June 24, 1998, the Telecommunications International Union filed a
complaint alleging that Pacific had unlawfully marketed and fraudulently
misrepresented Caller |D service, had deceptively sold and marketed packaged
services known as “The Basics” and “The Basics Plus,” and had employed
deceptive and unfair marketing practices which emphasized sales over service
to the detriment of customer service.

Oftfice of Ratepayer Advocates Petition

On June 4, 1998, the Commission’s ORA filed a petition in Docket 1.90.02-047,
the “Forum OII" proceeding, entitled: “Petition of Office of Ratepayer Advocates
for an Order that Pacific Bell Immediately Cease All Improper Practices at Its
Residential Order Centers and for Other Appropriate Relief.” Attached to the
petition was a report prepared by ORA which stated the evidence it had
gathered during its investigation. The petition alleged that Pacific was using
improper and illegal procedures relating to customer privacy, Caller |D,
packages of custom calling features, and the Universal Lifeline Service
program.

* Proposal to Engage in Direct Telemarketing to Pacific |
Customers with Unlisted Telephone Numbers

On April 7, 1998, Pacific filed Advice Letter No. 19361, proposing to remove the

provision in its tariff precluding the company from contacting nonpublished residential
customers for unsolicited sales efforts. this proposal was protested by TURN, ORA and
UCAN on the grounds that it would violate customer privacy and was anti-competitive.
In a letter to the CPUC dated May 5, 1998, Pacific argued that the objections to its
proposal were wholly without merit. On May 6, a California state senator pledged to

11
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introduce legislation blocking the company’s proposal. On May 6, Pacific withdrew the"." =
proposal. ‘

Conclusion

To date, Pacific Bell customers have not benefited in any readily apparent way
from from the performance of Pacific following its acquisition by SBC. OThe volume of
calls to the CPUC concerning service quality problems has risen, the company has
violated a CPUC order to improve its service quality, the company has proposed
significant rate increases for essential services, public offices have been closed, the . -
company has proposed feed be charged to customers paying bills in person, and the
company’'s marketing tactics have raised substantial concerns on the part of consumer
advocates and CPUC staff.

12
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Jolynn Barry Butler,
Commissioner

| of the Public Utilities Commission of Ohio
180 E. Broad St.
Columbus, Ohio 43215-3793

Term Ends: April 10, 1999

Commissioner Butler is an attorney, a former state legislator, and is
currently serving her second term as a member of the Public Utilities
Commission of Ohio. Jolynn was appointed to a five year term on
the Commission in April of 1989 and served as Chair of the
Commission from 1989 until 1991. She was reappointed to her
second five year term by Governor Voinovich in April of 1994.

She is President of the National Association of Regulatory Utility
Commissioners and is a member of the NARUC Committee on
Communications. She also serves as a member of New Mexico State
University's Public Utilities Advisory Council. Commissioner Butler
is a past Chair of Women Executives in State Government, a national
bipartisan organization of statewide women office holders and
cabinet members.

Ms. Butler previously served four consecutive terms in the Ohio
House of Representatives, representing a multi-county rural district in
southeastern Ohio. She chaired the House Ethics Committee and also
served on the Judiciary and Finance Committees.

Ms. Butler received the Phillips Medal of Public Service from the
Ohio University College of Osteopathic Medicine in 1989. She was
honored as Legislator of the Year in 1986 by the Ohio Association of
Community Mental Health Boards. Ms. Butler is a founding member
of the Advisory Council to the Institute of Local Government
Administration and Rural Development at Ohio University.

Prior to her appointment to the PUCO, Ms. Butler was a partner in
the law firm of Cowles & Boster in Gallipolis, Ohio. Ms. Butler also
taught Ohio Politics and Government at Ohio University.

Commissioner Butler earned her bachelor of science from The Ohio
State University in 1973 and her juris doctorate, cum laude, from The
OSU College of Law in 1976. She is past president of the College of
Law Alumni Association and has served as vice-chair of the National
Alumni Advisory Council.

@ PUCO Front Page 0 About the Commission

Please send email to Jeff. McNaughton@puc.state.oh.us
updated 6-23-97
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Timothy S. Carey
Chairman and Executive Director
(Biography)

Timothy S. Carey serves as Governor George E. Pataki's Chairman and Executive Director of the New York State
Consumer Protection Board. Tim has over twenty-five years experience at the local. county, state and federal levels of
government. For the past decade, he has been actively invoived in campaigns to bring quality government to the
people of New York State.

Mr. Carey has a long history of involvement in public and governmental service. Since beginning his career as a
volunteer, he has developed a working relationship with elected public officials across the State of New York,
Washington, D.C., and most of the other 49 States.

Mr. Carey was elected and served as a Westchester County Legislator, representing the City of Peekskill and the Town
of Cortlandt for five consecutive terms, from 1984 to December 1994. Prior to heading the State Consumer Protection
Board. Mr. Carey served as the Executive Director of intergovernmental Relations for Governor Pataki.

As a County Legislator, he served as Chairman of the Board's Committee on Community Affairs and Housing and the
Task Force on the Board of Elections and also as a member of the Public Works Committee. He was a member of the
County's Criminal Justice Advisory Board.

On April 15, 1892, Mr. Carey was appointed by the then Secretary of Agriculture, Edward Madigan, to serve on the 11-
Member Weifare Simplification and Coordination Committee which reported its extensive findings to Congress in 1983.

Mr. Carey also serves as a2 member of the Board of Trustees of the Westchester Community College and as a member
of the New York State Real Estate Board.

Bom in Ossining, New York, on January 16, 1947, Mr. Carey is a lifelong resident of Westchester County and attended
Ossining parochial and public schools. In July 1866, he entered the United States Army and served as a Military
Policeman until his discharge in July 1968. After his military duty, Mr. Carey entered Westchester Community College
and eamed an Associate of Arts degree in 1971. In 1974, he received his Bachelor of Arts degree from Albany State
University.

Tim and hig family are also the subject of a new book by Samuel Freedman entiied, “The Inheritance™— How three
families and America moved from Roosevelt to Reagan and beyond. The book traces the lives of three families and how
their political transformation mirrors changes in America's political landscape over the last 60 years.

He resides in the Town of Cortlandt with his wife Alida. They have four children, Dawn, Thomas, Sean and Brian and
two grandchiidren.

1
) e 5 Empire State Plaza, Suite 2101
: Albany, NY 12223-1556
3 A 1-800-697-1220
IO\ A WWW: http.//www.consumer.state.ny.us
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TESTIMONY OF
TIMOTHY S. CAREY, CHAIRMAN AND EXECUTIVE DIRECTOR
NEW YORK STATE CONSUMER PROTECTION BOARD
TO THE FEDERAL COMMUNICATIONS COMMISSION

Good morning Mr. Chairman, Commissioners and distinguished colleagues. Thank
you for the opportunity to discuss the impact of proposed mergers involving the Regional Bell
Operating Companies on the goals and objectives of the Telecommunications Act of 1996. |
am Chairman and Executive Director of the New York State Consumer Protection Board, an
agency in the Executive Department of New Yc;rk State Government, and | am charged with
representing the interests of New Yorkers.

Our belief is that mergers are not necessarily consistent or inconsistent with
competition in telecommunications markets or the public interest. All mergers are not created
equal and each potential merger must be analyzed thoroughly by considering the facts and
circumstances of each proposal, not only at the federal level, but also by state regulators.

In general, consumer advocates are skeptical of mergers, since tangible consumer
benefits are not always easily identified. Merger proponents must demonstrate how they will
bring more competition to telecommunications markets and how the public interest and
average Americans will benefit. Regulators must ensure that the advertised benefits from the
mergers are in fact realized in the marketplace.

I'd like to share w.ith you the experiences we've had in New York with the recent
merger between NYNEX and Bell Atlantic, because it is a good example of how consumers
have been well served by a merger when regulators provide appropriate oversight. Shortly
after NYNEX and Bell Atlantic announced their proposed merger in the Spring of i996, under
the direction of Governor Pataki, former Chairman of the State Public Service Commission
John O'Mara stated that the PSC would not approve the merger unless the quality of New

York Telephone’s local service improved substantially. Over the past year, the Company’s

service quality improved dramatically. To ensure that the Company'’s service quality did not
1




deteriorate after the merger was approved, the Company was required to hire at least 750
additional employees to address service quality and to invest an additional $1 billion in
service-related infrastructure.
The Company's service quality standards were also made more rigorous.
New Yorkers also obtained other benefits from the NYNEX/Bell Atlantic merger:
* The cost savings from that merger are essentially funding the costs of opening local
markets to competition, such as the substantial costs of developing Operations
Support Systems (OSS);

* Local rates in New York have not increased to fund those costs;

* Those cost savings have also partially funded a reduction in New York’s intrastate
carrier access charges; and

* The NYNEX/Beli Atlantic merger benefited New York’s economy, since the merging
companies established their headquarters in New York City and committed to maintain
all existing work functions in the state.
Overall, more than one year after that merger was ultimately approved subject to conditions,
there is no doubt that the average New Yorker is better off than had the merger not occurred,
because the New York PSC ensured that Bell Atlantic satisfied each of those conditions.

If local markets are to be opened and competition expanded, the FCC must ensure
that conditions imposed on mergers are implemented in a timely fashion. Unfortunately in the
Bell Atlantic/NYNEX merger, some of the conditions imposed by this Commission, particularly
the requirement for uniform OSS interfaces, have yet to be satisfied.

Meanwhile, New York State is continuing the hard work to fully open Bell Atlantic’s
markets to competition. Tests by an independent auditor of the ability of the Company’s OSS
to handle commercial volumes are now beginning. Under the guidance of the New York
PSC, substantial progress has been made, although more work needs to be done. Based on
progress to date, | fully expect New York to be among the first states in which you will find
that an RBOC’s market is fully and irreversibly open to competition, probably before you rule

on the proposed Bell Atlantic/GTE merger. Accordingly, while the merger could eliminate one
2




would-be potential competitof to Bell Atlantic in New York, GTE is not well known in New
York and has no particular advantages over the literally dozens of companies that are already
serving customers in New York. Since New York's local market is expected to be open to
competition in the near future, the merger would not materially harm local competition in New
York.

Overall, we're looking for verifiable and enforceable conditions to be imposed on these
mergers at the state and federal levels. At the state level, we're looking for similar conditions
as we obtained in the previous merger involving Bell Atlantic. At the federal level, we

recommend that:

1. Bell Atlantic be required to satisfy the conditions imposed by the FCC on its
previous merger, and those conditions should be extended to GTE's territory as

well;
2. The proponents demonstrate that the mergers will enhance local telephone

competition; and
3. The proponents demonstrate that the public interest will be better served by the
merger.
Overall, if consumer benefits cannot be shown, the merger should be rejected. Just as with
past mergers, the federal determination should not impede the ability of states to conduct
their own review and impose their own conditions.

Thank you for the opportunity to address the FCC on this important issue, and also for
moving expeditiously in reviewing the proposed merger. To the extent that there are benefits
from the propqsed merger in terms of reduced prices, more competition in certain markets,
innovative new services, etc., the public interest is served if those benefits are realized
sooner, rather than later. For the benefit of the Commission, we've attached our comments
to our State Public Service Commission regarding the Bell Atlantic/NYNEX merger and the
Bell Atlantic/GTE Merger.

Thank you again, and | look forward to your questions.
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MARTHA S. HOGERTY
Office of the Public Counsel
Jefferson City, Missouri

Martha Hogerty has been Missouri Public Counsel since 1989. In that
capacity she represents consumers of public wutility services before the Missouri
Public Service Commission and the Courts. Prior to being appointed Public
Cowunsel, Ms. Hogerty served as the Deputy Chief Hearing Examiner of the

Missouri Public Sgvice Commission.

Ms_ Hogerty has acdvely participated in State and National forums
addressing public utility policy issues. She has testified before the Semate
Commerce Science aud Transportation Committee and served on the Energy
and Transpormation Task Force of the President’s Council on Sustainable
Development.  She is the Past-Presideunt and cument Executive Committee
member of the National Association of State Utility Consumer Advocares
(NASUCA) She is currently serving as the Char of NASUCA's
Telecommunications Committee. She was appointed by Governor Mel
Carnahan to the Commission on Informational Technology. She serves on the
Missourt Public Service Commission’s Distance Leaming, Telemedicine, and
Retail Electric Competition task forces. She also serves as a member of the
Advisory Council for the Center for Public Utilites New Mecxico Staic

Universrty.

As the “consumer advocare™ representative currently serving on the
Federal Communication Commission’s Joint Board, she has been involved in
establishing rules to preserve and advance universal service pursuant to the
Telecommunications Act of 1996. Meost recently, she has been selected to
serve on the National Exchange Carrier Association’s (NECA’s) Board of
Universal Service Administrative Company (USAC).

Ms. Hogerty received her 1.D. Degree and her B.A. Degree cum faude
in Philosophy from the Universitv of Missouri-Kansas City.
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FCC En Banc re: RBOC Mergers
December 14, 1998 '
Presented by Martha S. Hogerty, Missouri Public Counsel

INTRODUCTION

Good morning. I am Martha Hogerty, Public ‘Counsel for the State of Missouri and
its ratepayers’ advocate. My office has filed comments jointly with S other state advocates
in the SBC/Ameritech docket and 14 other consumer advocate organizations im the
GTE/Bell Atlantic merger. 1 appreciate the opportunity to be here to present the
residential and small business consumer’s views on the proposed SBC/Ameritech and
GTE/Bell Atlantic mergers.

The consumer community has significant concerns about the ominous trend toward
consolidation of the major providers of monopoly local exchange service. We believe that
these proposed mergers are a blatant attempt to retain monopoly control over the local
exchange bottleneck - the loop. If SBC and Ameritech are permitted to combine, the new
entity will control 57 million access lines or 35% of the total nationwide lines. If the GTE
and Bell Atantic merger is consummated, 63 million access lines or 39% of the total
nationwide access lines will be under the control of that new ILEC. There is a high
probability that the approval of these two mergers will lead to a national local exchange
duopoly — a Bell East and a Bell West. The two entities will control 74% of the nation’s
access lines. Such a market structure will not further the aims of the national
telecommunications policy to promote competition.

An indicator of how valuable the ILLECs believe the local loop to be is the premium
amounts contained in the merger agreements. Using December 3™ stock prices, each

Ameritech and SBC access line will have to provide $154 more revenue in order for SBC to
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recover the merger premium. Each Bell Atlantic and GTE access line will have to produce
$47.50 more revenue in order for Bell Atlantic to recover its merger premium. These
amounts are another cost that the companies vnll desire to recover and it is anticipated that
the companies will attempt to pass along some of this cost to residential consumers.

Since the passage of the Telecommunications Act of 1996, incumbent local exchange
providers or ILECs have been busier merging with each other than with opening their
markets to local competition. This Commission has reviewed and approved three such
mergers — SBC and Pacific Telesis, Bell Atlantic and NYNEX and most recently SBC and
Southern New England Telephone (SNET). SBC is now before you with their third merger
application in less than three years. Bell Atlantic is here with its second merger in a little

over two years.

THE CURRENT STATUS OF LOCAL EXCHANGE MARKETS

The local exchange marketplace remains a monopoly for all but the largest
telecommunications consumers. Only 1.5% of the total access lines nationwide have beea
provided to competitors under the resale methodology. Of the 36 million access lines on the
SBC system, only 2.8% are claimed to have been lost to competitors. Of that 2.8% only
1% bave been lost through facilities based competition. The balance have been “lost” to
resellers. The numbers are similar for Ameritech. Out of nearly 21 million access lines,
only 3.1% are claimed to have been lost to competitors. Of this number a dismal 0.46%
have been lost as unbundled network elements. The balance is, of course, in the hands of
resellers. Thus, in the combined service territory, only 0.81% of access lines have been lost

on an unbundied network element basis.
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The incumbent local telephone companies still control over 97% of the single most
essential facility in the provision of local exchange services. By any standard, this qualifies
as a monopoly. The prospects for competitive choice for the overwhelming majority of
local exchange consumers — in particular residential consumers — remain as }bleak as ever.
1t is our position that the proposed mergers as currently structured will not remedy or

improve this situation.

COMPETITIVE CONCERNS RAISED BY PROPOSED MERGERS

The mega-ILECs that will be created if both of these mergers between monopoly
providers are consummated may discourage competitive entry in the local market. New
competitors’ attempts to penetrate a century old monopoly market is difficult enough
without having to contend with the enhanced market power of the new merged incumbent
providers. Also, these mergers will result in the loss of potential competitors. SBC’s and
Bell Adantic’s strategy of buying their way into a market instead of entering as a
competitor must be stopped. Eliminating major potential competitors such as Ameritech
and GTE will not create the competitive environment envisioned by the

Telecommunications Act.

THE MERGERS CLAIMED COMPETITIVE BENEFITS

SBC calls the competitive strategy contained in its merger the National-Local
Strategy. Bell Atlantic does not have a catchy title for its competitive strategy but suggests
that it will enter 21 out-of-region markets within 18 months of the consummation of the

merger. Neither strategy should be given much weight when analyzing whether the
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mergers meet the public interest. It stretches credulity to think that these compaaies could
not have launched such competitive efforts with their current corporation configuration.
Indeed, a representative of Salomon Brothers has told I';CC staff that SBC could afford to
enter 30 or more out-of-region markets on its own. But remember that these mergers are
about monopoly retention and maintaining double-digit earnings. This same
representative went on to explain that by merging with Ameritech, SBC can substantially
increase the revenue base over which to spread the costs of the out-of-region initiative.

The companies claim that they must be national and glebal in scope in order to
compete. The Commission should question the companies’ rhetoric about that claim,
especially when predictions are that “global provider” WorldCom will never attain more
than a high single digit market share. Is this the level of competition from a “global
provider” that worries these ILECs to such a degree that they are compelled to merge?
These strategies are not driven by the needs of residential consumers. We are very
skeptical that our clients will receive any real benefits from allowing these companies to
become even larger.

It is far from clear when, if ever, residential customers will receive the competitive
benefits from any out-of-region strategy. At best, it appears that residential customers
would only benefit indirectly from a “trickle-down” theory of competition. The companies’
commitment to residential service seems contingent on:

1. approval of the merger;

2. Section 271 relief; and

3. the merged company’s ability to garner market share from large businesses.
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SBC acknowledges that serving residential consumers will be “largely incremental.”
Residential consumers have been shut out of the competitive environment long enough. It
is imperative that all customer classes are given due consideration in determining whether

these mergers meet the public interest.

CONCLUSION

We ask that this- Commission take a deliberate approach in its review and
consideration of the mergers before it. Once made, the decision to allow the mergers is
irreversible. The Commission should recognize that cm;ditions attached to merger
approvals have proven to be difficuit to enforce and have not improved the competitive
environments for residential customers. On balance, the negative impacts of these mergers
far outweigh the speculative benefits alleged by the companies. We urge the Commission
to give due consideration to the effect these mergers have on residential consumers. If
these mergers are not satisfactorily resolved, the greatest harm will fall on these customers.
Therefore, we ask that the Commission make these consumer interests paramount when it

determines whether the mergers are in the public interest.
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Richard José Bela, Esq.
President and CEO )
Hispanic Association on Corporate Responsibility
1730 Rhode Island Avenue, N.W., Suite 1008 » Washington, D.C. 20036
(202) 835-9672 « (202) 457-0455 (fax) » E-mail » rbela@hacr.org

Richard José Bela is the President and CEO of the Hispanic Association on Corporate
Responsibility (HACR) whose mission is inclusion of Hispanics in Corporate America in
the areas of employment, procurement, philanthropy and governance. HACR is a powerful

coalition of the eleven most prominent national Hispanic organizations that make up its. .

board of directors and thirty Fortune corporations that serve as its corporate members.

Bela began his career as a lawyer in Washington, D.C. as a member of President Lyndon B.
Johnson’s administration upon graduation from the University of Texas School of Law in
1967. He worked on President Johnson’s “War on Poverty” whose goal was fostering
community based economic development programs. After leaving the Johnson
Administration in 1970, Bela practiced administrative law, established a successful private
~ government-consulting firm in Washington, D.C. and assisted in the formation of the U.S.
Department of Commerce’s Minority Business Development Agency.

Bela returned to Texas in 1975 where he continued work in both his legal and consulting

practices. In 1978, he formed a highly successful real estate development company that -
built over $50 million in commercial and multi-family projects in Austin and San Antonio, ..

Texas. During this same period, he was also active in a variety of private ventures including
an art-publishing firm, a title insurance company, and a venture capital and management
consulting company. He also served as one of the organizers and a principal in a television
station (KRRT) in Kerrville, Texas.

Mr. Bela returned to Washington, D.C. in January of 1992 when he assumed the position of
President and CEO of the Hispanic Association on Corporate Responsibility. He led the
restructuring of the organization, established programs such as the annual symposium on
corporate responsibility, annual surveys on corporate Hispanic philanthropy and corporate
governance and increased corporate membership to thirty Fortune corporations.

Mr. Bela serves on various national boards including the Alliance for Public Technology, is -

a member of the National Hispanic Leadership Agenda and Co-chair of the National Latino - -}

Telecommunications Task Force. He is a member of the Consumer Advisory Board for Bell
Atlantic and Co-Chair of the Consumer Advisory Board for Pacific Bell. He is also
Chairman Emeritus of the Board and one of the founders of the national Hispanic Heritage
Awards (HHA). HHA presents what has become the premier event of Hispanic Heritage
month, which is held annually at the Kennedy Center and broadcast nationally on NBC. He
is a former board member of the Mexican American Legal Defense and Education Fund and
a recipient of the 1997 Hispanic Achievement Award for Corporate Leadership and the 1995
HAPCO Award. In 1997 Mr. Bela was recognized as number twelve among the “25 Most
Powerful Hispanics in Washington D.C.” by Hispanic magazine’s annual survey, and as one
of America’s Hispanic Business “influentials” by Norwest Bank.
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He has extensive experience and expertise in Latin American relations, particularly in = = -
Mexico and Latin America where he has been involved in community development and is - =*
an alumnus of the Fundacién Solidaridad Mexicano-Americano 1993 scholarship program. -~
He also served as an official U.S. election observer in the 1991 national elections of El '
Salvador.

Mr. Bela received a bachelor’s degree in Latin American Studies from the University of

Texas at El Paso and a law degree from the University of Texas School of Law at Austin.
He is a member in good standing of the Texas and Washington, D.C. Bar Associations.
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William E. Kovacic

William E. Kovacic is the George Mason University Foundation
Professor of Law at the George Mason University School of Law in
Arlington, Virginia. For the 1998-1999 Academic Year, Professor
Kovacic will be a Visiting Professor at The George Washington
University Law School in Washington, D.C. Professor Kovacic has
taught Antitrust, Contracts, Economic Law Reform in Transition
Economies, Government Contracts, Property, Quantitative Methods for
Lawyers, and Unfair Trade Practices. Professor Kovacic also is an
Associate Faculty Member with the Rutgers University Center for
Research in Regulated Industries and is Of Counsel to Bryan Cave in
Washington, D.C., where he practices with the firm's antitrust and
government contracts groups.

Professor Kovacic received an A.B. degree from Princeton University
in 1974 and a J.D. degree from Columbia University in 1978. Before
joining George Mason in 1986, he spent three years as an associate
with Bryan Cave. He also spent four years with the Federal Trade
Commission, first with the Bureau of Competition's Planning Office
and later as an attorney-advisor to Commissioner George W. Douglas.
Professor Kovacic is a former law clerk to the Honorable Roszel C.
Thomsen, United States District Judge for the District of Maryland.
Before completing law school, he also served for one year on the
majority staff of the Subcommittee on Antitrust and Monopoly of the
U.S. Senate Committee on the Judiciary.

Professor Kovacic is a member of the American Bar Association,
where he is vice-chair of the Law Educators Committee of the
Section of Public Contract Law and a Contributing Editor to the
Antitrust Law Journal of the Section of Antitrust Law. He is the
Immediate Past Chair of the Antitrust and Economic Regulation
Committee of the Association of American Law Schools. He is co-
editor (with Richard Zerbe) of Research in Law and Economics and is
a member of the Editorial Board of the Journmal of Regulatory
Economics. With John Whelan and James Nagle, he is preparing a new
edition of Professor Whelan's casebook, Federal Government

Contracts. He also is the co-author of the Fourth Edition of
Ernest Gellhorn's Antitrust Law and Economics in a Nutshell (West
Publishing: 1994). Since 1992 Professor Kovacic has served as an

advisor on antitrust and consumer protection issues to the
governments of Egypt, El1 Salvador, Georgia, Mongolia, Morocco,
Nepal, Panama, Russia, Ukraine, Vietnam, and Zimbabwe.
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Does It Actually Work?
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includes AOL/Netscape/Sun: Microsystems, Exxon/

Mobil, SBC/Ameritech and Travelers Group/Citicorp.
To some extent, the challenge is familiar. The latest

spate of consolidation repeats a: pattern that occurred

after the Civil War and prompted the Sherman Antitrust -
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are highlighting a new problem with
the antitrust system. As global markets
have become more integrated, the pro-
cess of conducting antitrust reviews of
individual transactions has become
more fragmented. '

In the United States, the decision to
challenge mergers on antitrust
grounds is highly decentralized. For
SBC'’s proposed acquisition of Ameri-
tech or GTE's acquisition of Bell Atlan-
tic, the merging parties will need to
withstand scrutiny by federal agencies
as well as the public service commis-
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Robert Taylor
President & CEO
Focal Communications Corporation

Robert C. Taylor is a co-founder of Focal Communications Corporation and has been President and
Chief Executive Officer since August 1996. Taylor has over 15 years of telecommunications
experience and has worked in both domestic and international markets including Canada, Mexico,
the UK and New Zealand.

Prior to co-founding Focal, Taylor held senior positions with MFS Communications, most recently
as Vice President of Global Accounts, where he was responsible for the operations and management
of the Global Services Group which included MFS’ fifty largest customers, and where he focused on
developing and executing market development activities in Mexico and Canada. Prior to joining
MFS in 1994, Taylor was one of the original senior executives at McLeodUSA. Taylor has also held
management positions with MCI, and Ameritech.

In November 1998, Taylor was elected to serve as the Vice Chairman of the Association for Local
Telecommunications Services (ALTS), the leading national organization representing facilities-based
Competitive Local Exchange Carriers (CLECs). Taylor has also participated in the Working in the
School, “Principal for a Day” Program in Chicago.

Taylor received his M.B.A. from the University of Chicago Graduate School of Business and holds a
Bachelors of Science degree in Mechanical Engineering.

Focal Communications Corporation, headquartered in Chicago, is providing sophisticated
teleccommunications users with facilities-based, switched local telephone service. Focal currently
serves 13 MSAs (metropolitan statistical areas) in Chicago, New York, Philadelphia and San
Francisco, is under construction in 21 MSAs and plans to reach a total of 42 MSAs in ten
metropolitan markets by the end of 1999. The company is privately held by several major
institutions and its employees. Focal offers unique communication services to major corporations,
Internet Service Providers and value-added resellers. Focal is focused on providing customers with
the diversity, reliability and sophistication that they demand. Focal, committed to customer
satisfaction, guarantees installation dates and continuous service. At the end of the third quarter of
1998, Focal reported having 41,316 access lines sold.

Additional information is available on Focal’s web site at www.focal.com.
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l. Focal Background
A. Certified in 13 states
B. Up and running in 7 states, 13 MSAs
C. Targeting 42 MSAs by end of 1999
D. Broad range of customer types and local voice and data products
. The 1996 Act is working, but has not yet completed its goals

A. Competition has not fully arrived if monopolies still want to buy
other monopolies instead of competitors

B. CLECs still depend on ILECs

C. Focal encourages Baby Bells’ LD entry because approval
requires completion of the competitive checklist

lll. Mergers should support the public interest

A. The public interest requires increased consumer choice and
quality

1. Nationally standardized products ignore local needs

2. Centralized decision-making decreases customer
responsiveness

B. Prices are headed in the wrong direction

1. The lilinois Commerce Commission is investigating Ameritech’s

rate increase for business customers in supposedly “competitive”
markets.

IV. Bigger is not necessarily better

A. Fewer competitors requires more regulation, not less

1. Loss of benchmarks against other ILECs



2. “Lowest common denominator” becomes standard for BOC
behavior when few ILECs exists, not “best of breed”

B. International companies are adequately served by small as well
as big local providers

1. Focal customers can already reach from Chicago to Shanghai
2. Local service is a local business

3. Customers are used to specialized providers; they do not
necessarily want one-size-fits-all, one-stop shopping

C. Expanding LEC service territories does not require mergers

1. Initial CLEC successes demonstrate that mergers are not
required in order to expand out-of-region

2. Monopolists want to expand without risk of meaningful
competition

D. Na RBOC needs to merge in order to meet its capital needs or
preserve its equipment purchasing power

V. GTE will drag BA down to the “lowest common denominator”
A. GTE has litigated and flouted the Act at every turn
B. GTE's territory has the least competitive penetration

C. While BA’s performance may exceed GTE’s, it remains
inadequate

D. Neither company needs any help to expand its national or
international reach

VI. SBC and Ameritech would be a merger of bad actors

A. Ameritech - An inadequate and inconsistent approach to pro-
competitive obligations

1. Ameritech thinks the obligations of the 1996 Telecom Act apply
only if and when it is seeking long distance authority

a) Refusal to provide “shared transport’



b) Long distance provisioning with Qwest

c) 706 petition — plain attempt to end-run inter ATA
restrictions

2. Ameritech would rather litigate than compete
a) Attempted to starve CLECs by refusing to pay reciprocal
comp for ISP and for FX traffic (told Focal customers not to
buy our “illegal” service, identical to Ameritech’s own
offering) :

b) Creates an atmosphere of fear and uncertainty for
competitors

3. Ameritech “wholesale” unit (“AllS") difficult to deal with
a) AIIS does the bidding of Ameritech’s retail units
b) CLECs need to be treated like other customers
4. Ignores interconnection obligations

a) Provides less than 50% of interconnection facilities,
contrary to interconnection contract

b) Slow and unreliable circuit delivery

c) Refuses innovative and efficient interconnection
architecture

5. Expensive and difficult collocation

B. 4SBC -- even worse

1. Challenged the constitutionality of the1996 Act after fully
participating in the legislative process

2. Ignored FCC rulings on resale

3. Based on SBC's reputation with other CLECs, Focal tried to
avoid having to deal with SBC :

4. After its merger with SBC, dealing with PacBell became much
more difficult



Vil.

a) Cooperation for network reliability decreased
b) Escalation more difficult

Solutions

A. Pre-merger carrots, not post-merger sticks

B. Divestiture Il - take away the bottle-neck
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= Sprint i Relins
1850 M Street, N W,
Suite 1100
Washington, D.C. 20036
Telephone: (202) 828-7410

J. Richard Devlin

Executive Vice President
General Counsel and External Affairs
Sprint

On Oct. 11, 1989, Devlin was named Executive Vice President, General Counsel and
External Affairs for Sprint with responsibility for legal, state and federal regulatory and
government relations functions, as well as corporate security functions. Prior to joining
Sprint, Devlin held a variety of management and legal positions with AT&T. Devlin first
joined Sprint on Jan. 1, 1987, as Vice President & General Counsel - Telephone. His
responsibilities included prov1dmg legal and regulatory support for Sprint's local
telephone operations.

Devlin holds a bachelor's degree in Industrial Engineering from New Jersey Institute of
Technology and a law degree from Fordham University School of Law. He is a member
of the New York and New Jersey State Bars.

He and his wife, Louise, have three daughters.
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INTRODUCTION:
Thank you, Chairman Kennard and Commissioners, for the opportunity to

provide Sprint’s views on the pending SBC-Ameritech merger.

This merger would create a massive telephone compahy that controls about
one-third of the nation’s telephone lines. I’m not saying that “big is
necessarily bad,” but I am saying that this particular merger will harm

consumers.

This merger would (1) eliminate substantial actual and potential competition,
particularly in the St. Louis market, where Ameritech had concrete plans to

enter, (2) decrease the number and comparability of benchmark firms, thereby




increasing the regulatory and antitrust challenges, and (3) decrease rivalry in

innovation.

Moreover, and most significantly, the aggregation of local monopoly markets
-- the bigger footprint, as noted economists have called it -- would give SBC
and Ameritech an increased ability and incentive to discriminate unfairly |
against rivals. Jusf like the former Bell System leveraged its monopoly power
to distort competition in other markets, a combined SBC-Ameritech would
predictably impede competition in local markets, in long distance markets and
the markets for new, innovative services. This country has spent many years
and many billions of dollars to break up telecom monopolies and have
competition. We simply cannot afford to go backwards, to recreate Ma Bell,

where prices were high and customer choice was virtually non-existent.

These serious problems are not offset in any way by the claimed benefits of
the merger. The claimed benefit is that the merged companies would plan to
énter 30 local markets outside their monopoly territories. This plan should be
viewed with skepticism. First, there are no firm commitments. But even a
commitment would be dubious: there is no reason why they each can’t enter

competitively today as two competitors instead of one. Their original




attemptsvto tie the 30-market plan to the merger have not held up well.
Indeed, in their reply papers filed last month, SBC and Ameritech now
explain that the real reason they can’t each go it alone is because their
investors would not be happy with the resulting stock market values. But if
massive companies such as SBC and Ameritech, with their vast local
telephony experience and technological resources cannot profitably compete,
regulators should be redoubling efforts to remoiiing barriers to local

competition, not approving mergers of existing monopolists.

This merger (along with that proposed by Bell Atlantic and GTE) implicates
nothing less than the future structure of this critical industry and its ability to
perform efficiently. If the FCC does not exercise its authority now to ensure

an efficient market structure, surely we will all pay the price in the future.

CONCLUSION:

Sprint filed with the FCC on October 15, 1998, extensive analyses by
distinguished economists that form the basis of our conclusion that the merger
is not in the public interest. The problems we identified in that filing have not

been adequately answered by the merger applicants; indeed, their reply




papers seem to agree with our filing in a number of critical respects. In sum,

the applicants have failed to meet their public interest burdens.

The Telecommunications Act of 1996 was supposed to open up local
telephone monopolies. What we got instead was stonewalling, incessant
legal challenges and greater concentration. The mergers of large regional
telephone monopolies can only move us further away from the goal of local
competition. Thus, the merger applications should be denied.

Thank you.
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SBC Communications Inc.

Stephen M. Carter
President-Strategic Markets

SBC Operations, inc.

Stephen M. Carter was appointed president-strategic markets for SBC Operations, Inc. in
October 1998, and is responsible for SBC's national-local operations, SBC long distance,

and data communications.

Prior to his current position, Carter was president-special markets for SBC
Telecommunications, and was in charge of interexchange carrier operations and local
service provider operations as well as national accounts, operator services, and public
communications for Southwestern Bell Telephone, Pacific Bell, and Nevada Bell. He had

held that position since April 1997.

Carter joined Southwestermn Bell Telecom, Ltd. (UK) as managing director in 1987. In this
position, Carter played an instrumental role in the start-up of the United Kingdom
subsidiary of Southwestern Bell Telecom. During his tenure, the company became a
profitable, viable operating organization with Telecom becoming the number one brand of
cordiess telephones. Carter also led the drive to launch the first private pay phone in the

United Kingdom.

Given his excellent understanding of a competitive marketplace, Telecom named Carter
president of its Freedom Phone operation in 1990. His mission was to redefine the
business direction and strategy of the organization and to implement a major restructuring
in line with SBC's core business strategy. His success in this endeavor led to Carter's
appointment as president and chief executive officer of Southwestem Bell Telecom in
1993.

In 1994, Carter became responsible for all marketing, sales, installation and repair
services supporting Southwestern Bell's inter-industry customers and national account
customers in Texas, Arkansas, Kansas, Missouri and Oklahoma. He also was in charge
of the implementation of the federal checklist mandates by Congress.

Before joining Southwestem Bell, Carter served as managing director for the Gazelle
Group PLC in London, an early independent communications group. He also held the
position of general manager for one of Sony's (United Kingdom) Consumer Products
Divisions.

A native of London, England, Carter holds a master's degree from the Business School at
the City of London University. In addition, he is a member of the Chartered Institute of
Management Accountants in London. Carter and his wife, Elizabeth, have two children.
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PRESENTATION OF STEPHEN M. CARTER
PRESIDENT OF STRATEGIC MARKETS, SBC COMMUNICATIONS INC.
TO THE FEDERAL COMMUNICATIONS COMMISSION
HEARING REGARDING TELECOMMUNICATIONS MERGERS

December 14, 1998
Good mormning, Mr. Chairman and Commissioners. My name is Stephen M. Carter.
I am President of Strategic Markets at SBC Communications Inc. I am responsible

for implementing SBC's National-Local Strategy following the completion of SBC's
merger with Ameritech.

THE NATIONAL-LOCAL STRATEGY IS PRO-COMPETITIVE

SBC's National-Local Strategy entails a nearly simultaneous facilities-based entry
into the 30 largest MSAs not currently served by the combined SBC and Ameritech.
Unlike other competitive entrants, SBC will not focus solely on large business
customers. While we will use large business customers as "anchor tenants," we will
quickly expand our operations to serve small business and residential customers.

In implementing this strategy, we will be placing over a hundred switches in these
markets and will construct nearly 3,000 route miles of fiber. This strategy requires
over 8,000 employees, which is one reason why the Communications Workers of
America has so strongly supported this merger.

The successful implementation of the National-Local Strategy requires that SBC
obtain section 271 authorization in-region. Therefore, SBC will continue and indeed
re-double its efforts to obtain long distance authorization in its states. As a result,
competition in the domestic long distance market will be enhanced through the
creation of a nearly nationwide long distance competitor.

SBC will also expand this strategy globally. Through the combination of SBC's and
Ameritech's existing intemational assets and our planned global operations, SBC will
create a US-based global competitor, which is essential to insuring the long-term
“viability of our company.

That this strategy brings substantial benefits to these 30 markets and customers
around the country and ultimately the world is beyond dispute. If everything else
was simply competitively neutral, this Commission would approve this transaction
promptly. This transaction, however, brings substantial pro-competitive benefits in-
region as well.




THE MERGER OF SBC AND AMERITECH PROVIDES SUBSTANTIAL BENEFITS
TO ALL RESIDENTIAL CUSTOMERS

Residential customers, both in the 30 out-of-region markets and in-region, will
receive substantial benefits from this merger. In-region residential customers benefit
directly from SBC's ability to compete for large business customers. These
customers are responsible for a substantial and disproportionate share of our
revenues. As a result, these are customers that SBC and Ameritech simply cannot
afford to lose if we wish to maintain our historical growth and simultaneously
continue to provide state-of-the-art products and services to ALL of our customers at
affordable and competitive rates. '

In addition, the new SBC will be better able to provide new, innovative services
more quickly and efficiently on a combined basis.

A unique element of our out-of-region strategy is our plan to offer packages of local
exchange, long distance and other features attractive to residential customers and
consumers who are high volume users of telecommunications services. Our research
demonstrates that such residential users are equally distributed across all income
levels. In particular, the percentage of low income consumers who are high volume
users of telecommunications services is essentially the same as the percentage of
high income consumers who are high volume users of telecommunications services.

These low income residential customers are physically close to the facilities of the
large and mid-size business customers that the National-Local Strategy has targeted
as a comerstone of our out-of-region expansion. As a result, these consumers can
readily be served through the facilities SBC plans to deploy in these markets. This
new competitive alternative would simply not be available to residential customers

absent this merger.

THE MERGER IS NECESSARY FOR SBC AND AMERITECH TO REMAIN
COMPETITIVE IN TODAY'S RAPIDLY CHANGING TELECOMMUNICATIONS MARKET

The telecommunications market is dramatically changing as a result of fundamental
shifts in regulation, significant changes in technology, globalization of major
markets and increasing economies of scope and scale.

Large and mid-size business customers, many of whom support this merger, are
increasingly looking to have all or substantially all of their telecommunications
scrvices provided by a single carrier. Our major competitors are aware of and are
acting upon these changes. MCI/WorldCom/Brooks Fibert/MFS/UUNET, a
conglomerate created through a series of mergers approved by this Commission, is
actively and aggressively promoting its capabilities of offering a fully integrated,
end-to-end package over a single national and global network.

[A]




AT&T, through a series of mergers approved by this Commission, presently consists
of the nation's largest interexchange carrier, wireless carrier and competitive access

provider. Furthermore, AT&T has announced an acquisition of Tele-
Communications, Inc., which is one of the largest cable providers in the country and,
recently, announced a multi-billion dollar joint venture with British Telecom through

which it will aggressively market service to companies around the world.

Sprint, backed by France Telecom and Deutsche Telecom, is poised to initiate its
new ION service nationwide.

AT&T and MCI/WorldCom boast to analysts and their customers that their local
networks reach 70 percent to 90 percent of all business subscriber lines in the
country. Neither SBC nor Ameritech can continue to grow their businesses, provide
the level of services that our customers want and fend off competition from these
substantial competitors while remaining confined to our regions.

Instead, SBC and Ameritech must also obtain the necessary scale and scope to
compete with these companies. SBC could not undertake the National-Local
Strategy on the substantial basis contemplated relying solely on its internal
resources. We have neither a sufficient base of large corporate customers to follow,
the personnel or management depth necessary to successfully implement the
National-Local Strategy on a stand-alone basis.

CONCLUSION

SBC urges the Commission to promptly and unconditionally approve this merger so
that customers can pick the winners and losers in this new telecommunications

marketplace. Thank you.

1t
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Michael J. Mahoney N ‘ .
President and Chief Operating Officer -
RCN Corporation

Michael . Mahoney brings more than 25 years of fiscal and aperational Idu:lupbmeRCN
executive management tcam, and has cstablished himself as a solid pﬂfum-'itﬁeapdly
growing residential talecommunications industry. 4

Mr. Mahoncy jained the former C-TEC Corporatiop in June 1991 swv'wmt of
its cable television umt, responsiblc for all cable television operations, seles mdprketm;.
public affairs, engineering, and customer service, 1n this role, he succesifilly mainmained the
cable unit's revenue performance despite governmem-mandarsd rate mlﬂﬂh 1%
over 3 two-year period.

.,'_.-'-.- 1 :!

In February, 1994, Mr. Mahoney was appointed President and Chief Opanm' Oﬁcer
responsible for guiding the company’s various telecommunications opasations, as well as all of
C-TEC's reguletory initiatives. During his tenure, Mr. Mahoney helped coordinaze C-TEC's
first internations] investment, its 40% stake in Megaceble S.A. de C.V., Mexico's second fargest
cable television company. He has also served on Megacable’s Board of Directors since January,
1995, In June of 1995, Mr. Mahoney was elected 1o C-TECs Board of Directors; where he has
played an increasingly active role in shaping the strategic direstion of the comppany.

On September 30, 1997, C-TEC Corporatiog was djvided into three separste public companies:
RCN Corporation (Nasdaq: RCNC), Csble Michigan, Inc. (Nasdag: CABL), and
Commonwealth Telephone Enterprises, Inc, (Nasdaq: CTCO, CTCOB). While Mr. Mahoney

. continues to be involved in the day-to-day operatioas of gl three venturss, the majority of his
time is spent at RCN, where he serves as President and Chief Operating Officer.

RCN is the natien’s first and largest single-source, facilities-based, provider of -
telecommunications services to the residential market, and the Isrgest regionsl Intemer service
provider (ISP) in the Northeast. The company is currently offering sll-distancs phone, cable
television and Internet eceess in New York City, Boston and Pennsylvania’s Lehigh Valley.
Earlier this year, RCN began serving the Washington, D.C.-aren through a jeint venture with g
subsidiary of Potomac Electric Power Company (PEPCO). In hume, 1998, RCN announced plans
to broaden its targer market 10 include the San Francisco to San Diego corridor in California, and
the Phoznix and Las Vegas metropolitan weas, The combination of iis Bast and West Coast
operations will allow RCN to compete for 40% of the nation's telecommunications marker,
while building in just 6% of its geography.

Prior to joining C-TEC, Mr. Mahoney was Executive Vice-Presidunt and Treasurer/Chief
Operating Officcr of Harron Communications, a Pennsylvanis-based cable and communications
company with operations i cight states. He was also previously affiliared with Arthur Anderson
& Company as 2 seajor accountant

Mr, Mahoncy is a graduate of Villanova Univcrsity and a certified public acconiant.

RN




ID: 2824247645 PAGE

v

DEC-87-98 11:33 FROM:SWIDLER BERLIN SHEREFF FR

Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C.
In the matter of )
)
GTE CORPORATION, )

Transferor, ) CC Docket No. 98-184

) .
and )
)
BELL ATLANTIC CORPORATION, )
Transferee. )
)
For Consent to Transfer of Control )

STATEMENT OF MICHAEL J. MAHONEY
ON BEHALF OF

RCN CORPORATION

December 14, 1998

277




bk Vo d
DEC-087-98 11:33 FROM:SWIDLER BERLIN SHEREFF FR ID:2024247645 PAGE

Mr. Chairman and Commissioners, my name is Michael J. Mahoney. I am President and
Chief Operating Officer of RCN Corporation. Thank you for giving RCN the privilege of
appearing before you today to address the proposed merger of Bell Atlantic and GTE. Given the
size of the merger applicants and the markets served by them today, this is one of the most
important deéisions to come before the Commission since passage of the 1996 Act. Despite the
pro-merger tenor of the times, we urge you to find that it is not in the public interest.

RCN is one of the largest CLECs primarily dedicated to serving residential markets. We
currently operate in the Northeast, from Virginia to Massachusetts, offering bundled local
exchange and interlata services, high-speed Internet access, and video services both as a
franchised cable operator and as an open video system operator. You may have seen our recent
advertisements in the Washington Post and elsewhere, announcing that we are bxingihg these
services to Washington, D.C. and surrounding areas through our local affiliate, Starpower
Communications. We like to think that RCN is the poster child of the 1996 Act because we are
doing exactly what Congress hoped the Act would bring about. In the Washﬁgton area, for
example, we are providing the first alternative to Bell Atlantic’s local telephone service, and the
first serious alternative to the incumbent cable cornpanies. Through our ownership of Erol’s, we
are also competing for high speed Internet access with both telephone and cable companies.

My remarks today are not oriented toward the legal issues — our recently filed
Comments opposing the merger do that. Instead, I want to approach the issues as a down-in-the-
trenches businessman, trying to develop and offer services to the i;gsidenﬁal public. As a‘ CLEC
we necessarily devote a great deal of our time and energy to working with the local ILEC —
principally, in our case, Bell Atlantic. On the basis of almost three years of such experience, we

are compelled to oppose the proposed merger. Our opposition is based on facts, not on theory.
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The applicants have not carried out their obligations under Sections 251 and 252 of the
Communications Act of 1934.X As detailed in our recent formal comments, and as summarized
in the attached, both of them have failed to discharge in good faith their legal - LEGAL —
obligations to CLECs such as RCN. This failure to discharge in good faith their legal obligations
arising from the Act is pervasive, covering interconnection agreements, collocation, offering of
UNEs, opt-in arrangements, access to OSS, access to poles and conduit, payment of reciprocal
compensation, account management, and similar aspects of the CLEC/ILEC relationship.

Although both entities are proficient and prolific in touting their pro-competitive efforts
in their public relations and regulatory filings, I am here to tell you, as a businessman trying to
establish a toehold in the telecommunications marketplace, that their by-word is delay, in any |
way possible. Bell Atlantic and GTE have consistently, with a rare exception here and there,
demonstrated a pattern of non-responsiveness, including slowness to cooperate, discovery of
numerous inhibiting and delaying complications and difficulties and insistence on mindless
reargument of issues. Their behavior covers the gamut from the simple failure to return
telephone calls to active resistance to pragmatic compromise solutions to practical problems.
Whether it is waiting an excessively long time for access to conduit space, or being denied access
to such space so as to preserve its own growth capability, Bell Atlantic has been consistently
uncooperative. Only farely do we encounter outright refusals - the ILECs understand perfectly
well that such an outright refusal would be too easy to challenge.

While Bell Atlantic is guilty of all these stratagems, GTE’s performance is even worse,

¥ 47USC. §151 et seq.
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and I would encourage this Commission to initiate a full-scale review of GTE’s competitive
record going back to passage of the 1996 Act. As set forth in detail in our recent comments on
the merger, this performance is so poor that it must proceed not from mere incompetence or even
inattention but rather from a clear, deliberate and consistent corporate philosophy to fight the
pro-competitive provisions of the Act. It would be contrary to commonsense, let alone
sophisticated legal analyses, to reward the unlawful behavior of these two companies by allowing
them to merge. No doubt they can save money by combining their operations. But it is the
public, whose interest is harder to quantify, but also far more important, that will pay the price.

For these reasons, RCN urges the Commission to reject the proposed merger application.
However, in the event that the Commission decides to approve the merger, it should adopt the
conditions, including performance criteria, set forth in RCN’s prior written submission.
Moreover, if you conclude that the merger can be approved only with the imposition of
conditions, we strongly urge you require the fulfillment of the conditions prior to the
consummation of the merger. Sad experience has taught us that when conditions are to be met
subsequent to approval, the industry finds itself mired in costly delay and unproductive
argumnents about whether the merged entity has adequately fulfilled those conditions. A much
sounder course would be to set the achievement of goals or certain performance criteria as a
condition precedent to merger, even if proceeding in this fashion delays ultimate consummation
of the merger.

Thank you very much. I will be happy to answer any questions.

& A listing of RCN’s principal concerns, taken from our formal Commeats, 1s
attached for convenience.
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Attachment to
Statement of Michael J. Mahoney
December 14, 1998

L BELL ATLANTIC HAS ENGAGED IN SIGNIFICANT ANTI-COMPETITIVE
ACTIVITIES DIRECTED AGAINST CLECS

1.

Bell Atlantic Has Refused to make InfoSpeed DSL
Available for Resale

Bell Atlantic Has Sought to Restrict CLECs’ Use of
Network Elements to Switched Local Exchange Service and
Switched Exchange Access

Bell Atlantic Has Delayed Granting RCN Access to
Pole and Conduit Space

Bell Atlantic Has Abused the Adoption Process under
Section 252(1) of the Act

I GTE TAKES ANTI-COMPETITIVE PRACTICES TO A NEW LEVEL

GTE Draws Out the Negotiation Process in Bad Faith

GTE Has Supported Anti-Competitive Positions
during the Arbitration Process

GTE Has Distorted the Adoption Process

GTE Seeks to Charge CLECs Anti-Competitive Rates for Network
Elements and Services

M. THE COMMISSION CANNOT PERMIT THE MERGER
TO OCCUR WITHOUT SUBJECTING THE RESULTING
ENTITY TO APPROPRIATE CONDITIONS

1.

2.

Stranded Cost Recovery
Availability of Arbitrated Rates
Special Construction Charges
Winback Programs

Combinations of Unbundled Network Elements

PAGE
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10.

11.

12.

13.

ID: 2824247645

PAGE

Attachment to

Statement of Michael J. Mahoney

Collocation Arrangements
Interim Number Portability
Performance Reports

Performance Standards

Performance Standards for Pole and Conduct Access

Resale Restrictions
DSL Services

Section 252(i) Compliance

December 14, 1998
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J0 . T
Chief Policy Counsel

MCI WorldCom Corporation

Jonathan Sallet is Chief Policy Counsel for MCI WorldCom Corporation. In that
capacity, he develops and coordinates MCl WorldCom's public policy positions and
oversces the company’s advocacy to the federal government.

From 1993 to 1996, he served as Assistant to Secretary Ronald H. Brown and Director of
the Office of Policy & Strategic Planning at the United States Department of Commerce.
Before joining the Clinton Administration, Sallet advised then-senator Al Gore on

economic policy issues.

From 1980 to 1993, Sallet practiced law in Washington, DC. He also served as an
adjunct professor of law at the Georgetown University Law Center, co-teaching a
constitutional law seminar.

Sallet served as a law clerk to Associate Justice Lewis F. Powell, Jr. of the United States
Supreme Court from 1979-1980 and to Judge Edward A. Tamm of the United States
Court of Appeals for the District of Columbia Circuit from 1978-79.

Sallet graduated from the University of Virginia School of Law in 1978, where he was
Editor-In-Chief of The Virginia Law Review and a member of the Raven Society. He
graduated from Brown University in 1974. Currently, he serves as a member of the
Board of Directors of the non-profit organization, Rock the Vote.

MCI WorldCom is a global telecommunications company with revenue of more than $30
billion and established operations in over 65 countries encompassing the Americas,
Europe and the Asia-Pacific regions. MCI WorldCom is a premier provider of facilities-
based and fully integrated local, long distance, international and Internet services. MCI
WorldCom's global networks, including its state-of-the-art pan-European network and
transoceanic cable systems, provide end-to-end high-capacity connectivity to more than
35,000 buildings worldwide. For more information on MCI WorldCom, visit the World
Wide Web at http//www.mciworldcom.com or http://www.wcom.com.

#HH
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Prepared Statement of
JONATHAN B. SALLET
Chief Policy Counsel, MC] WorldCom
FCC En Banc Hearing on Mergers
12/14/98

Mr. Chairman, Commissioners, Good Moming.

Thank you for the opportunity to appear before you today.

In reviewing the proposed Bell Atlantic/GTE merger, MCI WorldCom belicves the
Commission must focus on the question of what such a combination would do to further the
public intcrest -- and the public interest here is easy to define: increased competition and greater
consumer choice in all telecommunications markets.

Measuring the Bell Atlantic/GTE merger against this standard Icads us to the conclusion
that there is no public interest benefit that would even come close to outweighing the anti-
competitive and anti-consumer consequences of such a combination.

As time does not permit me to discuss all of the problems with this proposed
combination, lel me focus on a few key issues. First, the continuing problems associated with
inflated access charges and lack of local competition will only be magnificd if these companies
(and SBC and Ameritech for that matter) are permitted to merge. Second, the combination of
control over some one-third of the access lines in the country with a major Internet backbone
(from GTE’s BBN division) would permit a combined Bell Atlantic/GTE to undermine the
competitive and open Intemet. Third, the merger will decrease the ability of the Commission to

benchmark monopoly practices, thus hurting the cause of competition.
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1. These Mergers Will Move Us No Closer to Local Competition While Inflated Access
Charges Will Have Profound Anti-competitive Impacts

By any objective measure, Bell Atlantic and GTE have monopoly control over local
exchange access in their respective regions. A merger of the two companies will only serve to
allow them to maintain their stranglehold on local competition as a bigger and more aggressive
monopolist. The prospect of regulators being able to use this merger rcview to help break open
the local market is dim. Bell Atlantic has a history of “bait and switch” tactics where it, on the
one hand, appeases regulators throughout its region with promises of market opening activities
and then sits back as competitors attempt, unsucccssfully, to turn these promises made to
regulators into reality in the marketplace. The fact is, that previous Bell Atlantic/NYNEX

merger conditions have not been met.

While GTE lacks the incentive of approval for in-region long distance entry in order to
open its local markets, it has scrved as a stellar example of the behavior the Commission and
competitors can expect from BOCs who are granted in-region long distance approval. One of the
most telling facts for purposes of analyzing whether the public interest would be served by this
merger is that when GTE entercd the long distance market, it did not offer pricing or service
plans that were any better than those already available in the long distance marketplace from the

hundreds of existing long distance carriers that consumer can choose from.

MCI WorldCom and other IXCs cannot compete effectively against incumbents that

recover inflated access charges, because the incumbents’ long distance operations will be able to
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obtain access at true economic costs. In fact, the FCC has found that actual access costs are a
fraction of what the incumbents actually charge long distance carriers. Indeed, the $10 billion
difference between the price of interstate access and its true economic cost will result in an
enormous anti-competitive advantage for the incumbents. So-called solutions such as imputation
are simply unrcalistic and ineffective. For a fully integrated firm like Bell Atlantic/GTE, it does
not matter what they pay themselves for access, while the impact to competitors’ bottom lines

can be devastating. Aside from being able to undercut competitors in the market by underpricing
access or some other service, the inflated profits from access charges simply creates a more

formidable monopolist in control of customers at the critical point of sale.

The claims that these mergers among giant ILECs are necessary for cither entity to
compete successfully out of its regions is laughable. CLECs like MCI WorldCom (and many
who are a fraction of our sizc) have been engaged for nearly three years in local market entry to
establish a national presence that these behemoth entities argue cannot be accomplished without
the benefit of a merger. MCI WorldCom and these other companics have done it without the
bencfit of the inflated access dollars or the operational knowledge possessed by these individual -

companies.

It is worthy of note that GTE has stated, on more than one occasion, its intention to
compete againsi Bell Atlantic in West Virginia, Virginia and Pennsylvania. In fact, GTE filed
for CLEC status in Virginia and Pennsylvania, only to withdraw the request in Virgima in time to

file their merger petition. Moreover, when GTE sought to purchase MCI, it set forth clear plans .
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to compete out-of-region against the RBOCs.

2. Internet Issues

Bxploitation of thc merged companies’ bottleneck monopoly may also jeopardize
competition among ISPs and bc used to increase prices for Internet users and content providers
where competition has thrived without the need for regulatory intervention. Currently, virtually
all traffic between end users and ISPs in their regions must go through GTE’s and Bell Atlantic’s
networks. In essence, this mcans that Internet users and content providers are dependent on their
networks to provide their services. This is also true for advanced services. As this Commission
well knows, XDSL services have the potential to make high-speed access to Internet services
more widely available at significantly reduced prices.  The bottom line is MC1 WorldCom
believes that the 1LECs’ bottleneck control over a principal method of Internet access will enable

them to reduce overall Internet competition.

The practices of the two companies being discussed today only serve to bolster these
concerns. Ncither Bell Atlantic nor GTE has satisfied its obligation to unbundle local loops
capable of supporting xXDSL services. Nor has cither company conditioned loops for competitors
on the same basis as it conditions loops for its own XDSL local services. Indeed, it has been Bell .
Atlantic’s position that this Commission must forbear from regulating advanced services, to

ensure that the services are deployed in a timely and reasonable fashion.

There are already signs of anti-competitive behavior. Bell Atlantic gives larger discounts
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on ADSL equipment and installation if a consumer also signs up for Bell Atlantic’s ISP. If you
are not a customer of Bell Atlantic’s ISP, the equipment costs three times as much. There are
problems with other ILECs as well. For instance, the Minnesota Attorney General has brought a
complaint against US West for favoring its own ISP when selling higher speed access. For Pac
Bell customers interested in high speed connections, they must sign a one year contract to use

Pac Bell’s ISP or pay an additional $125 to obtain the service.

The risk of abuse is not limited to Internet users. It extends to content providers and
advertisers — including providers that do not use Bell Atlantic/GTE as their ISP. Assuming that
the ISP client base for the merged entity continues to grow and remain significant, it could also
create a new Internet “portal™ and steer users to that site. Undoubtedly, this will give the merged
company substantial influence over the content providers and, ultimatcly, end users. Because of
its control over the bottleneck facilities Bell Atlantic/GTE will continue, unless disallowed by
this Commission, to disadvantage other providers. The bottom line is that the merged company
would not only control the first screen that it displays to customers, it would control the terms
and conditions under which content providers and advertisers that want to be featured on that

screen would be forced to do business with Bell Atlantic/GTE.

The result of these anti-competitive tactics will be to inflate [LEC affiliate Internet market
share and could trigger the tipping effect that concerned the Commission in the context of the
MCI-WorldCom merger. Tipping can occur in certain network industries when one firm gains a

disproportionate market share so that customers purchase its services even if competing firms




FROM MCI FEDERAL REGULATORY (TUE)12. 898 19:50/8T. 19:48/NO. 4260330668 P 8

offer lower prices or better services. In the context of both the Bell Atlantic/GTE and
SBC/Ameritech mergers, this is a very real public interest concern that must be fully investigated

by the Commission.

3. Key Consamer Protection and Pro-Competition Tools Will Be Compromised if This
Merger is Permitted to Go Forward

MCI1 WorldCom cannot help but judge the proposed mergers of Bell Atlantic/GTE and
SBC/Ameritech as raising the barriers to competition in a numbcr of markets. The Commission
will no longer have the benefits associatcd with benchmarking if the merger is approved. This
powerful regulatory tool has permitted potential competitors and regulators to examine similar
carriers and compare the carriers’ practices, procedures and performanccs to prevent
discriminatory practices, to seitle disagreements and promote the growth of competition in a

vanety of markets.

The Commission has atiempted, with other mergers to implement conditions on mergers
where it believed there was a threat to competition in a particular market. Such was the case with
respect to the Bell Atlantic/NYNEX merger. In its review of the Bell Atlantic/NYNEX merger,
the Commission found that the merger would actually harm the public interest by undermining
competition in local telephone service and approved the merger subject to several conditions
which were intended to mitigate its potential adverse consequences. In fact, several of the
conditions adoptcd by thc Commission were provided and agreed to by Bell Atlantic and

NYNEX. However, Bell Atlantic has so flagrantly violated the merger conditions that they have




~FROM MCI FEDERAL REGULATORY (TUE)12. 8798 19:50/8T. 19:48/NO. 4260330668 P 9

been rendered meaningless as MCI WorldCom and other competitors fight for Bell Atlantic’s

compliance.

For instance, Bell Atlantic has failed to offer uniform OSS intcrfaccs across its region.
Bell Atlantic is required to ﬁie quarterly performance monitoring reports to include specific data
to help CLECs determine the level and adequacy of service they are receiving from Bell Atlantic
as compared to the company’s retail atTm. However, Bell Atlantic has now argued that reports for
its retail service in certain states should be treated as “proprietary” and therefore, CLECs are left
with no way to assess what thcy receive as compared to what Bell Atlantic provides itsclf. Even
the Commission found deficicncies in Bell Atlantic’s quarterly performance monitoring reports
and directed Bell Atlantic to refile corrected reports. MCI WorldCom also has two formal
complaints pending with the Commission relating to Bell Atlantic’s obligations with rcspect to
its failure to offer TELRIC pricing for unbundled network elements and its failure to negotiate

performance standards in good faith.

The Commission approved the Bell Atlantic’NYNEX merger subject to conditions to
mitigate any ncgative impact of the merger on local competition. It also determined that the
merger conditions will sunset on August 14, 2001. It is clearly in Bell Atlantic’s interest to
continue to delay and engage in strategic noncompliance as the clock on the conditions keeps
ticking away. The lesson learned--once a merger between monopoly firms is approved, even
where there are well intentioned conditions, the incentive to continue to engage in anti-

competitive behavior does not diminish.
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Benchmarking, of course, assumes the presence of standards. Bell Atlantic denies cven-
this. Consider its notion that it is cntitled to and must receive transitional 271 relief. This is
plainly wrong. Bell Atlantic and GTE state, in a footnote in their application, to the seemingly
foregone conclusion that while Bell Atlantic hopes to have needed section 271 approvals by the
time of the merger, if it does not, it will ask the Commission for “transitional” relief. The
Commission must disabuse Bell Atlantic of the notion that it might obtain such relief. The

bottom line 1is the statute and Section 271 in particular cannot simply be waived.

This attempt to circumvent the requirement to earn the authority to provide in-region long
distance service is nothing new for Bell Atlantic. Bell Atlantic has artempiced via its section 706
forbearance request and its West Virginia petition to dodge its responsibility to open its local
markets before it may provide in-region interLATA service. The Act is clear on this point.
“Transitional” relief is a fiction dreamed up by Bell Atlantic to obtain through special
dispensation what it could not otherwise eam on the merits. Failure to inform Bell Atlantic now
that its “transitional” rclief is merely a pipe dream will only cncourage Bell Atlantic to slow cven

further 1ts efforts to come into full compliance with Section 271.

The parties must be told unequivocally that the acquisition of GTE by Bell Atlantic
means that all of the merged entity’s operations in Virginia and Pennsylvania, including those in
current GTE territories, must be found to comply with 271 before Bell Atlantic/GTE can offer

interLATA service anywhere in those states. In addition, all present GTE territories must cormply
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with the conditions imposed in the Bell Atlantic/NYNEX Order because those conditions

expressly apply to “any affiliatcd companies” of Bell Atlantic.

Thank you for your attention and I look forward to your questions.
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My name is Jim Young, and I am Executive Vice President and General Counsel
of Bell Atlantic. I appreciate the opportunity to appear befor¢ the Commission to discuss
our proposed merger with GTE.

The merger of Bell Atlantic Corporation and GTE Corporation is strongly in the
public interect because it will promote vigorous competition in all telecommunications
markets across the country, and make possible the widespread deployment of new
services and other benefits for consumers nationwide.

By combining the complementary capabilities of Bell Atlantic and GTE, this
merger will add an important new ccmpetitor to the top tier of national providers that can
offer consumers a full bundle of advanced telecommunications services in all major
markets. The Big Three long distance carriers — MCI/WorldCom/MFS/UUNet,
AT&T/TCl/Teleport, and Sprint/Deutsche Telekom/France Telecom — already recognize
the critical importance of this developing national market, and have been busily
assembling the capabilities to roll out national bundled offerings. The merger of Bell
Atlantic and GTE will create a fourth new competitor with the necessary scale and scope
to compete with the Big Three in this emerging national market for bundled services. The

new company will have a national customer base, the full array of competitive offerings




in key markets across the country, and the ability to create a national brand to rival
AT&T's or MCI WorldCom's.
Local service. The.merger of Bell Atlantic and GTE will combine in one company
' the necessary capabilities to enter the markets of the other Bell companies on a
widespread and effective basis, which neither company can do alone.

The Commission has concluded in recent orders that the Bell companies may be
among the most significant potential competitors to each other in major metropolitan
markets where their geographic regions are contiguous. However, Bell Atlantic today is
not a significant potential competitor to any of the other Bell companies. Its service areas
are geographically separated from the major service areas of the other Bells. And it lacks
the national presence and the national data and long distance assets that it needs to enter
and compete effectively with the Big Three in key out-of-region markets.

With its local telephone facilities broadly dispersed throughout the United States,
GTE provides the combined company with the national presence that Bell Atlantic lacks.

One glance at the attached map of GTE's service territories verifies this fact. In addition,
GTE has begun to deploy its own new national facilities-based network, known as the
“Global Network Infrastructure,” that is critical to effectively compete with the Big Three
national facilities-based carriers for major business customers.

Unlike the Big Three, however, GTE lacks an established relationship with many
of the major business customers outside its service area who themselves operate on a

nationwide basis. These customers are critical to entry into the major. markets of the other




Bell companies, since they will provide the anchor customers that make expansion into
the broader market possible. The merger with Bell Atlantic helps to fill this gap. Many
of the nation’s largest business customers are headquartered or have a significant
presence in the Bell Atlantic region. The merged company will be able to draw on Bell
Atlantic’s existing relationships and established sales channels to offer these customers a
full menu of local, data, and long distance services across the country, just as the Big
Three already can do, and to attract the key anchor customers that it needs to succeed in
entering the markets of the other Bells.

Moreover, these substantial pro-competitive benefits will far outweigh any
minimal loss in potential competition inside the Bell Atlantic region, where the existing
local service areas of the two companies do not overlap and where neither company is a
significant potential competitor to the other.

Internet and data services. The merger will greatly enhance the competitive
strength of GTE's Internet backbone, and permit the widespread deployment of new
Internet and data services. By doing so, it will promote healthy competition in these
critical markets.

GTE Internetworking (formerly BBN) is currently a distant fourth to the most
significant providers of Internet backbone services, behind the much larger MCI
WorldCom, MCI's successor Cable & Wireless, and Sprint. AT&T is now on the verge
of joining the top ranks of Internet backbone providers. By combining Bell Atlantic's

existing sales channels to reach its concentrated urban customer base with GTE




Internetworking’s existing backbone business, the combined company will become a
much more potent competitor to the larger backbones and AT&T. The merger will allow
the combined company to expand the volume of data and Internet traffic on its backbone,
and increase the number of valuable Web sites and customers connected to its backbone.
This will accelerate the transition of GTE's backbone to the combined company’s own
facilities-based network and away from dependence on MCI WorldCom. It :lso will
make possible the widespread rollout of new Internet products and services, stimulating
the creation of vibrant new markets and the entry of new competitors.

In addition, with large-business customer relationships across the country, the
combined company will be able to market national data offerings like frame relay, ATM
and VPN services that neither company alone currently has the national customer base to
offer.

Long distance. The merger will increase competition in the general long distance
market by speeding up GTE's deployment of a new national long distance network to
compete with the Big Three facilities-based providers. With the MCI-WorldCom merger,
there are only three fully national facilities-based long distance carriers. Although GTE
hopes to migrate some of its long distance traffic onto its own planned network, the
"Global Network Infrastructure,” GTE's customer base alone will not generate sufficient
long distance traffic to deploy a full-fledged national network. By adding Bell Atlantic’s

long distance business to the traffic that will be carried over the network, the merger will



reduce unit costs and provide the scale necessary to allow the combined company more
quickly to deploy a national network to compete against the Big Three.

Wireless and international. Finally, the merger will combine fully
complementary wireless and international assets to enable the new company to offer a
broader range of services more efficiently to more customers.

The synergies cr-ated by the merger will provide the resources to fund many of the
competitive initiatives described above, and to continue to provide high quality service to
all our customérs. The new company will achieve significant cost savings through
combined equipment procurement, joint software development and other cost synergies.
The merger will also generate enhanced revenue opportunities through the deployment of
new products and services. These are the same types of synergies that Bell Atlantic
predicted and delivered in its previous merger with NYNEX, and that already have
benefited consumers.

All in all, the combination of Bell Atlantic and GTE promises to unleash a new
generation of choices for consumers throughout the telecommunications arena and to
tulfill the pro—competitive vision embodied in the Telecommunications Act of 1996. Far
from raising competitive problems, the merger of Bell Atlantic and GTE will be an
important affirmative step in transforming into reality the promise of vigorous

competition in all relevant markets for telecommunications services.
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Regina Costa is the Telecommunications Research Director:for-The Ultility
Reform Network (TURN), a statewide, nonprofit consumer group{hatrepresents the
interests of California’s residential and small business utility customers before the
California Public Utilities Commission, the Federal Communications‘Commission and
state and federal legislatures. She is responsible for developmg ?TURN s policies on
telecommunication issues. T4 :
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Costa serves on the telecommunications committee of th
of State Utility Consumer Advocates (NASUCA). She has testified!as an expert
witness in numerous proceedings before the California Publlc’Utilitles ‘Commission
and before the California state legislature. She has lectured on’ the.justory and
economics of telecommunications at a training program organlzed by the National
Association of Regulatory Utility Commissioners (NARUC) and:appeared on panels
concerning local telecommunications competition, universal telephone service,
consumer issues and price caps regulation at NASUCA conferences.

Prior to joining TURN in 1991, Costa worked for the Washlngton Utilities and
Transportation Commission (Olympia, Washington), as an analyst for-MCl in preparing
its second antitrust lawsuit involving the pre-divestiture American.Telephone and
Telegraph Company, and as a consultant for the British Columbia‘Rtblic Interest
Advocacy Center. A native of Salinas, California, Costa reoeivedsﬁéi%B A. and M A.
(Communications) from Simon Fraser University, Burnaby, Brits;h Columbla
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